BORROAER AND
GUARANTOR:

EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

BACKGROUND:

ALTERNATI VE DEVELCOPMENT PROGRAM

(CO- 0196)

EXECUTI VE SUMVARY

Republ i ¢ of Col onbi a

The National Alternative Developnment Plan (Plan
Naci onal de Desarrollo Alternativo, known by the
acronym PLANTE), attached to the Ofice of the
President of the Republic. Program funds will be
di sbursed through the Cofinancing Facility for Rural
Investnent (DRI Fund) and the Devel opnent Projects
Fund (Fondo Financiero de Proyectos de Desarrollo ?
FONADE) .

| DB: US$ 90 million

Local counterpart funding: US$ 60 mllion

Tot al : US$150 million
Anortization period: 20 years

D sbur senent peri od: 4 years

G ace peri od: 4 years

Interest rate: vari abl e

I nspection and supervision: 1%

Credit fee: 0. 75%

Currency of the | oan: US dollars from the

Single Currency Facility

Colonbia is working to eradicate illicit drug crops
while at the sanme time contending with an economc
crisis and violence in the eradicati on zones, where a
| arge percentage of the population is either directly
or indirectly involved in the production and
trafficking of illegal products.

In parallel with its eradication plans, the govern-
ment is pursuing an alternative devel opnent approach,
the goals being to: (i) create legitimte sources of
inconme; (ii) reinstill cultural values and ethics;
(iii) bolster the State's institutional presence in
the eradication zones, and (iv) lay the foundations
for lasting, self-sustaining local and regional
devel opnent .

Al ternative devel opnment in Colonbia follows on after
eradication efforts, since it is recognized that in
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CBJECTI VE

BENEFI Cl ARl ES:

the absence of eradication or interdiction prograns,
there can be no substitute for illegal products,
given the prices they comand and the financing and
mar keti ng options avail able for them

Areas targeted for alternative developnent efforts
have an econom c base built on cultivation of drug
crops, and include: (i) areas on the fringe of or
beyond the agricultural frontier which have been
haphazardly settled; and (ii) native reserves or
territories whose residents have seen their cultural
and production systens frayed by unregul ated
devel opnent .

Alternative developnment initiatives consolidate the
agricultural frontier, large tracts of which are
ecologically fragile and lend thenselves only to
envi ronmental restoration and managenment initiatives.
Those areas that could support farmng have very
l[limted nmarketing and other infrastructures and
little in the way of proven technol ogy or technol ogy -
transfer capacity.

It is against this backdrop of constraints and
conflicts that the governnent is developi ng and
carrying through its emergency plans, and has
requested the Bank's help in snobothing the transition
to a nore normal stage of rural devel opnent,
bol stering the State's presence in zones which are
resi stant to governance.

This is the first operation of this type undertaken
by the Bank, wth all the difficulties it wll

entail. The government has no experience either in
| arge-scale operations of this nature. For these
reasons, the emphasis in the program wll be on
quality of execution, so as not to waste resources

and on careful inplenmentation. To this end, there
are plans for very close nmonitoring, and two-phase
i npl ementation: the final US$40 million of the |oan
proceeds, corresponding to the second stage, would
only be commtted upon receipt of evidence of satis-
factory di sbur senment per f or mance and pr ogram
progr ess.

To provide support for wurgent action required to
reki ndl e sust ai nabl e production and soci al
devel opnment in areas from which illegal crops are
bei ng eradi cat ed.

This program will benefit residents of rural areas
from which drug crops are being eradicated, to be
selected locally by municipalities and indigenous
comuni ti es.
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Benefiting from the program activities will be at
| east 30,000 famlies of small farnmers, each of which
had been growing up to three hectares of drug crops,
along with other canpesinos who are not involved in
this activity but are legitimate residents of areas
i n which eradication canpai gns are under way.

The program will provide support for institutional
and comunity developnent, attending to the nost
pressi ng demands. It will fund local investnent

projects and preinvestnment activities wth short
i mpl enentation tines.

The program will be executed by neans of annual
operating plans identifying specific areas and
activities for each successive year. These pl ans
will be reviewed and approved at periodic mneetings
between the PLANTE and the Bank, after clearance by
the representative institutions and authorities at
the local level. The annual operating plans for the
program wi || be based on devel opnment plans or "life
pl ans” of indigenous peoples, formulated as two-year
| ocal operating plans.

The program will: (i) strengthen nunicipal admn-
istrative capacity and carry out health and education
projects and small-scale training or productive
projects to retrain workers and rebuild nunicipal
social capital, anmong them initiatives targeted to
worren and youth; (ii) provide technical assistance to
help restructure |ocal econom es along sustainable
lines; (iii) restore areas that are environnentally
fragile or require special nmanagenent, such as
nati onal parks and their surrounding buffer zones;
(iv) upgrade comunications, water and sewer and
el ectric power infrastructure (but not, in so doing,
encourage the expansion of farmand into forested
areas); (v) conduct studies and provide financing for
specific resettlement projects; and (vi) support
projects identified as high priorities by indigenous
peopl es and intended to strengthen their traditional
econom es, niche production and native institutions,
with support also for processes to nornalize their
territories.

The following entities will be eligible for funding
under the program PLANTE nunicipalities ? currently
95 out of the country's total of 1,096 nunicipali -
ties ? in which drug crop eradication efforts are
under way; native councils and council federations
having jurisdiction over native reserves; producer
associ ations and organizations; conmmunity organiza-
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ENVI RONMENTAL
CLASSI FI CATI ON:

BENEFI TS:

Rl SKS:

tions; religious or gani zat i ons; depart nent al
governments, and regi onal devel opment corporations in
eradi cation zones. The DRI Fund, FONADE, and

eligible entities may hire specialized public or
private agencies or nongovernnental organizations to
carry out specific projects.

The scale of the program is based on a sanple of
projects reviewed, and on fitting projects to
nmuni ci pal pl ans, and recent pr oj ect execution
experience in the municipalities and other entities
eligible for support under the program

The Environnent Committee, at its neeting of
April 30, 1996, classified this as a Category I1I
operation (Mnutes 12/96). The environnmental report

was approved at the Committee's meeting of
Novenber 5, 1996.

This program is designed to address an econonic,

political and social energency. Specifically, it
will reduce the risk that canpesino residents in
eradi cati on zones mght turn again to the cultivation
of illegal crops, either because of a lack of viable

legal alternative or due to a continuing absence of
State presence in these areas, other than on the |aw
enforcenment and interdiction front.

Particul ar support is planned for indigenous comuni -
ties, which have been especially affected by illegal
crop growi ng activities.

Risk that crops will not be eradicated. I|f economc
conditions of the trade in illegal substances
continue to be attractive or the government is unable
to sustain the eradication effort, attenpts to
rebuild social <capital and reverse environnental

damage will be to little avail. And if the eradica-
tion effort is less than all -out, it could end up
displacing illegal activities toward other equally
environnmental |y vul nerable |ocations. At any event,

the programwi |l make a useful contribution to |ocal

infrastructure, w thout aggravating the problem of
envi ronnment al | y-unsust ai nabl e | and settl enent.

Ri sks associated with the programis inplenentation.
Projects could be delayed or |left unfinished if |ocal
entities are unable to generate investnent proposals,
if central agencies are slow to respond, or if too
much red tape is created. At the Ilocal |Ievel,
muni ci palities and indigenous conmunities wll be
hel ped to prepare plans and projects. And at the
central level, all cofinancing funds available to
eligible entities have been consolidated and will be
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di sbursed under agreenents, on the basis of prior
accords with the PLANTE, which will coordinate and
supervi se the process. The requirenent of prior
screening and clearance of projects by inter nediate
bodies at the departnental |evel has been done away
with. The governnment will still have to contend with
spendi ng constraints under the annual cash nmanagenent
program which have nmeant that a nunber of agencies
have been able to expend far less than was originally
budgeted for them

Ri sks ensuing frompolicies that induce canpesinos to

nove onto land which cannot sustain agricul ture.
Even if drug crops were to be conpletely eradicated,
it is still possible that the process of haphazard
encroachnent on environnentally sensitive |and m ght
conti nue. Even if this did not trigger the massive
flows of settlers that illegal drug crop cultivation
attracted, it would still harm the soil and
wildlife ? the nore so given the neager production
potential of such areas in the first place. The
present program includes funds for resettlenent
initiatives.

Risk of neglecting other regions and population

groups. The present energency could divert attention
from other 1ongstanding rural devel opnent concerns,
with the risk of neglecting other areas which are no
better off in terns of neeting basic needs. The Bank
is considering a new stage of support for rural
devel opnent .

In August 1995, the Bank's Board of Executive
Directors approved the country paper for Colonbia
(G\-1886), setting out the Bank's strategy for
operations with the country from 1995 to 1997. Two
elements of this strategy are particularly rel evant
for the present program (i) support for direct
investment in the social sectors as a neans of
alleviating poverty and raising the standard of
living of the population; and (ii) strengthening
capacity in public institutions in order to nake
public spending nore efficient. | nvest nent s
supported by the program wll be in areas wth
extrenely high rates of basic unnmet needs, and wll
strengthen the institutions of the |ess devel oped
| ocal governnments and indigenous councils. Par a-
graph 4.15 of the country paper refers to support to
be given to decentralization and bolstering of the
State's presence in areas of illegal activity;, para-
graph 4.24 deals with Bank support for alternative
devel opnent .
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| NTERNATI ONAL
COVPETI TI VE
Bl DDl NG
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The threshol ds above which procurenment funded under
this program will require international conpetitive
bi ddi ng are US$350,000 for goods and US$2.5 nillion
for construction work.

The nunicipalities being targeted are rural, and are
anmong the poorest in Colonbia. 1In 92% of them only
40% of the population has access to public water
supply, 34% have electricity, and only 19% have sewer

and basic sanitation services. Because precise
i ndicators and beneficiary nunbers for each
muni cipality will have to wait until baselines are

devel oped, the proposed program is not bei ng
presented as a poverty-targeted operation.
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Before the first US$50 mllion of the |oan proceeds
may be disbursed, the borrower nust denonstrate to
the Bank's satisfaction that:

? the PLANTE has signed administration agreenents
with the DRI Fund and FONADE for disbursenent of
the program funds, on terns substantially sim |ar
to those that are to have been agreed upon in
advance with the Bank;

? the PLANTE managenent support wunit is to be up
and running, with core staff hired in accordance
with draft contracts and with procedures agreed
on with the Bank;

? the Qperating Regulations have been put into
effect;

? at least 12 nunicipalities in representative
Andean and Amazoni an areas have had their PLANTE
prograns approved by the local rural devel opnent
council or equivalent body, and have signed
agreements with the PLANTE;, and

? i ndependent audit support has been engaged for
technical and environnental oversight for the
first year of the program

Before the bal ance of US$40 million (second phase) of
the Bank's |oan can be commtted, the borrower nust
have:

a. disbursed at least 70% of the funds conprising
the first phase of the financing, and

b. paid out, from the first-phase |oan funds, at
| east US$22 nillion for construction or service
contracts, after first ascertaining that the
wor ks  or services have been finished or
delivered, as applicable.

In addition to the foregoing conditions precedent to
each of the two disbursenent phases, the borrower
wi Il undertake as foll ows:

? Al amendnents to the Qperating Regul ations nust
be cleared in advance by the Bank.

? Starting in the second vyear, all agreenents
bet ween the PLANTE and eligible entities, as well
as t he respective DRI Fund cof i nanci ng

agreenents, must be signed by March 31 each year
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An annual programm ng neeting of Bank and PLANTE
staff will be held before Novenber 30 each year
to review progress, take corrective action and
draw up budgets for the subsequent period.

At least 10 working days in advance of an annual
programm ng neeting, the executing agency wll
provi de t he Bank with program progress
docunentation and action plans for the follow ng
peri od.

Resettl enent projects for which program funding
is sought will require approval in advance by the
Bank, in accordance with an Environnent Conmittee
revi ew.



